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COMPTROLLER OFFERS “FOLLOW THE MONEY” WORKSHOPS
~ From the State Capitol ~

TAXING TIMES FOR ILLINOIS
Most Illinoisans are all too aware of the state’s fiscal problems. Hardly a day goes by without a newspaper article about late
state payments to businesses, the state’s pension challenges, or endless arguments among lawmakers about what programs
to fund or cut.  An increase in the state income tax rate in 2011 helped with the state’s cash flow issues, but it clearly did-
n’t solve the problem, and the rate is scheduled to drop in 2015, reducing revenue by almost $5 billion by fiscal year 2016.

So what’s the solution?  It depends on who you ask. Some people would like to make the 2011 tax increase permanent.
Others feel that Illinois’ income tax structure is inherently flawed and are advocating a change to a graduated tax system
with higher rates on higher income.  On the other side, some people want to cut government programs and services.
Others claim that Illinois’ taxes are already too high and are driving people and businesses out of the state, and suggest
that lowering tax rates would stimulate enough economic growth to make up the lost tax revenue.  

One thing that almost everyone can agree on is that something must be done, because the situation is dire.  As we discuss
in the cover story, besides Illinois’ obvious problems, one thing that many people are not yet even talking about is the pos-
sibility of another recession. The last recession officially ended more than four years ago, although Illinois has been slower
to recover. National Bureau of Economic Research data shows that the average length of an economic expansion in the
modern era is just less than five years. 

This is a critical time for Illinois’ future. Decisions made by today’s lawmakers could determine whether the state can pull
itself out of its current hole, or continue to flounder. This issue of Fiscal Focus takes an in-depth look at these timely
issues, including the 2011 tax increase and what will happen if it decreases as scheduled, the merits of flat versus graduated
income taxes and what other states do, the cost of tax expenditures, state revenues from other sources, proposals to tax
e-commerce, and where the state spends its money. 

We hope you find this issue of Fiscal Focus to be informative.  If you have any comments, please feel free to share them
with us at (217) 782-6000 or at our website www.illinoiscomptroller.com.

Partnering with the FBI and the CPA Society, Comptrol-
ler Topinka launched a new workshop series for elected
officials to help them better understand their budgets
and how to identify fraud and corruption.

The Follow the Money workshops took place in seven
cities around the state from April 22 to April 24. 
Topinka sent invitations to local elected officials in 
these communities and their executive staffs asking
them to attend.  

“This is a unique opportunity to hear from the experts
on how to make our government become more
accountable, transparent and efficient,” added Topinka.
“We need to be diligent about working to prevent fraud
and corruption in all levels of government.”

To learn more about these workshops please visit the
Comptroller’s website at www.illinoiscomptroller.com
and click on Follow the Money.

Topinka Teams up with CPA Society and the FBI to offer sessions to local governments
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Since the launch of Comptroller Topinka’s MyRefund website in
February, more than 50,000 people have signed up to receive
notifications by email or text indicating when their Illinois tax
refund is on the way. 

The easy-to-use resource allows taxpayers to see if their payment
has been processed by the Comptroller’s Office by simply entering
their name and Social Security number on the new website.  Tax-
payers also have the opportunity to enter an email address and
mobile phone number to receive notification when their payment
is processed.

“Taxpayers no longer have to wonder if the check is the mail,”
Topinka said. “By simply visiting the site  and submitting an email
address, they can be assured that they will be notified immediate-
ly after their payment is processed.”

Also this tax season, Topinka included a state spending insert in
every tax refund envelope, and made the information readily
available online. 

“There should be no mystery when it comes to public dollars in

Comptroller’s New MyRefund Website
Draws More Than 300,000 Visits
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this state,” Topinka said. “Resi-
dents should know exactly
where their money is spent
and they shouldn't have to dig
for it. This insert gives taxpay-
ers insight into state spending
and directs them on where to
go for even more detail.”

These initiatives are part of Topinka's ongoing effort to increase
transparency and accountability in state and local government. 
In launching the Ledger, http://ledger.illinoiscomptroller.com and
Warehouse, http://warehouse.illinoiscomptroller.com web por-
tals, she enabled taxpayers to click their way through everything
from the state's daily bill backlog numbers to state agency budg-
ets, employee salaries and local government financial information.

“As I’ve always said, if we can keep creating tools that give the
public better access to government, we’re going to do it,” Topin-
ka said.  “And we’re not finished yet.  Stay tuned.” n

Free Resources Help Taxpayers Follow Their Money

This is easy.
Want to check on the status of your individual Illinois income tax refund? Just provide us with your Social Security number, first and
last name. We'll look through our records and let you know if we've processed your refund from tax year 2013. Please include your
email and/or mobile phone number, because if we haven't processed it yet, we can shoot you a message to let you know that your
payment is on the way!

I confirm that I am the taxpayer listed above.

By checking this box I certify that the email and mobile phone
number provided are registered to me. I authorize the Office 
of the Comptroller to send me occasional emails/texts.

Social Security Number

First Name

Last Name

Email Address (Optional)
Mobile Phone Number (Optional)

Choose Provider

Find My Refund

Click here for assistance with this screen. Click here to read our Identity Protection Policy Statement of Purpose.

https://myrefund.illinoiscomptroller.com/
http://warehouse.illinoiscomptroller.com
http://ledger.illinoiscomptroller.com/
https://myrefund.illinoiscomptroller.com/


SIGNIFICANT REvENuE DECREASES FOR THE STATE 
ON THE HORIzON

In seven months, millions of Illinoisans will have more money
back in their pockets when the temporary income tax
increase begins to roll back—but in turn, the state will have
billions less to spend on schools, roads, bridges, public safety
and other government programs. Legislators and the Gover-
nor increased the income tax rate in 2011 and it is scheduled
to start dropping back down at the beginning of 2015. This
alone will create a significant impact on the State of Illinois’
budget but ANOTHER challenge for state revenues may be
just over the horizon–the economy.

Any meaningful discussion of the budget this spring cannot
be undertaken without a review of the state’s tax system
and an understanding of the state’s major revenue sources
and their dependence on the economic cycle.  In addition to
the scheduled decrease of a significant revenue source, leg-
islators and the Governor will also have to consider the
state’s challenging payment delays and spending pressures.  

OvERvIEW OF MAjOR REvENuE SOuRCES
The State of Illinois imposes taxes and generates revenues
from a variety of sources.  The major revenue sources for
the state’s General Funds (the collective name for four

funds that support the state’s major operations) include
income taxes, sales taxes, public utility taxes, cigarette
taxes, riverboat gambling taxes and fees, and proceeds from
the state lottery.  The state also collects significant amounts
of revenue from the federal government, primarily through
matching revenues for specific programs or block grants.
The General Funds are usually the primary focus of policy
makers’ debates and will be the basis of this report.  

Some major sources of revenues that will be excluded from
the report include items such as motor vehicle licenses and
fees, the motor fuel tax, and proceeds from bond sales
which are deposited into separate funds outside of the Gen-
eral Funds for a specific purpose.  Other revenues, such as
local governments’ share of the sales tax or Corporate Per-
sonal Property Replacement Taxes (PPRT) are also collected
by the state, but are deposited into separate funds and
passed on to the local governments.  
The income tax is the largest generator of state source rev-
enue. First authorized by statute in 1969 and increased in
1989 and 2011, the State of Illinois currently imposes an
income tax of 5.0 percent on individuals and 7.0 percent on
the taxable income of corporations (excluding the 2.5 per-
cent PPRT).  Working from the federal Adjusted Gross
Income (AGI) level, Illinois allows a few standard exemptions

for individuals (such as retirement
income and $2,050 for each individual in
the household) plus a few tax credits
(such as 5 percent of the property taxes
paid on the taxpayer’s principal resi-
dence) to determine the level of tax
owed.  Corporations are also allowed var-
ious credits against their federal AGI
before computing Illinois taxable income;
additionally, multi-state corporations are
able to pro-rate their total income based
on sales within Illinois.  Since 1989, a por-
tion of total income tax collections has
been set aside for refunds before the rest
is deposited into the General Funds.

The second largest state source of rev-
enue is the sales tax which has also been
modified over the years.  The base uni-
form tax rate is 6.25 percent of the pur-
chase price, with the state keeping 5 per-

What You Might Not Know About The State Budget
—COVER STORY—

A TALE OF TWO CLIFFS

—continued on next page
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Under current law, by fiscal
year 2016, the state’s 
revenue will drop by
approximately $5 billion.



The so called “sin” taxes also make significant contribu-
tions to the General Funds tax base. These include 
cigarette and liquor taxes, gaming taxes and fees, and 
proceeds from the state’s lottery. These items are dis-
cussed in the article on p. 16, but notably have grown in
importance for the state’s revenue picture. Over the last
15 years, increases in spending have often utilized 
increases in these taxes to pay for the added costs and 
to bolster the tax base.
The General Funds receive well over half of the state’s 
revenues including the predominant share of income and
sales taxes.  In fiscal year 2013, total base revenues into

For most* families of two with
federal AGI of $50,000, the tax
rate drop would cut their tax
payments by about $570.

WHAT DOES THE TAX RATE CHANGE MEAN TO YOU?

COVER STORY continued ________________________________________________________________________________________

For a typical* single person with
a federal AGI of $35,000, the tax
rate change would reduce her
taxes by about $410.

On January 1, 2015, Illinois’ individual income tax rate is scheduled to drop from 5.0% to 3.75%.

For most* families of four with
federal Adjusted Gross Income
(AGI) of $75,000, the tax rate drop
would put approximately $825
back into their bank accounts.

*for taxpayers with few Illinois additions or subtractions

cent and distributing 1.25 percent of the revenue back
to the local governments.  Food and drug purchases are
only charged a 1 percent tax which is distributed to local
governments.  Local governments (such as the Regional
Transportation Authority and home-rule units) are
allowed to charge additional sales taxes on top of the
6.25 percent base rate. Most of the revenue from the
state’s portion is deposited into the General Funds with
a small portion set aside for Build Illinois bond debt serv-
ice and other purposes (see the chart on p. 19).  Signifi-
cant exemptions from the state sales tax base are food
and drug purchases, sales to exempt organizations, trad-
ed-in property, and farm chemicals. Additionally, most
services provided in Illinois’ economy are exempt from
the sales tax.   

The next largest revenue sources for the General
Funds are public utility taxes. These include the
telecommunications tax, electricity tax, and
natural gas tax.  The electricity and gas tax
are usage-based taxes; therefore, revenues
from these taxes will increase or decrease
based on weather and related use of these
items. The telecommunications tax is 7
percent of gross charges, of which 6 per-
cent of the total 7 percent is deposited into
the General Funds. Revenues from this source
have been relatively stagnant in recent years
as changes in the telecommunications market,
primarily cell phones, have reduced individuals’
expenditures.


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
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



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



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the General Funds (excluding transfers from the Budget 
Stabilization Fund) equaled $36.328 billion. Individual
income taxes were over 45 percent of all revenues and sales
taxes totaled just over one-fifth of total revenues. Federal
revenues totaled 11.4 percent of the sum, while corporate
income taxes and public utility taxes were 8.7 percent and
2.8 percent, respectively, of total receipts.
Individual income taxes, corporate income taxes and sales
taxes are the most significant state sources of revenue
deposited into the General Funds.  Receipts from income
and sales taxes totaled $27.070 billion in fiscal year 2013
and represented 84.1 percent of total state sources of rev-
enue and 74.5 percent of total base revenues last year.

PuBLIC ACT 96-1496
Over recent history, the reliance on income and sales taxes
has remained consistently high.  But the share of state rev-
enues from income taxes has become notably higher since
the income tax rates were increased under Public Act 96-
1496, effective January 13, 2011.  The rate increase was
enacted in response to serious fiscal problems following the
national recession in 2007-2009.
The income tax increase as passed in P.A. 96-1496 was
designed as temporary, with steps down in the tax rates 
in 2015 and 2025. While the majority of the additional 
revenues from the higher tax rate has been directed to 
the General Funds, it should be noted that a portion of 
the rate, beginning in fiscal year 2015, is scheduled to be
deposited into funds pledged solely to education and
human services spending.    
Since the General Funds are heavily dependent on income
tax revenues, the steps down in the income tax rate will
lead to a significant reduction in revenues coming into the
state, leading the state off of a revenue “cliff.” According to
recent estimates by the Commission on Government Fore-
casting and Accountability (CoGFA), in fiscal year 2014 the
additional General Funds revenues attributable to the higher
income tax rates will total $7.762 billion. In fiscal year 2015,

this revenue is estimated to fall to approximately $5.827 
billion (a $1.9 billion decrease) and to $2.934 billion in fiscal
year 2016 (an additional reduction of $2.9 billion).  
The cumulative reduction in income tax receipts of 
approximately $4.8 billion is a cut to Illinois’ revenues of
approximately 13 percent.  This level of revenue decline, at
the same time the state has continued spending pressures
in the areas of education, health care, human services and
pensions, will be very difficult to absorb. But this statutorily
mandated change in tax rates may not be the only item that
affects revenue collections in the near-term.  The state’s tax
base is intrinsically linked with the economy.

THE ECONOMY AND STATE TAx REvENuES

The business cycle and inflation have an impact on income
and sales taxes.  Inflation affects income and sales taxes
because increases in the prices of goods and services even-
tually impact cost-of-living adjustments to wages.  Changes
in the business cycle from periods of economic growth to
recession will increase or decrease the growth rates in these
tax sources.  As the economy expands, higher employment
increases personal income and increases consumption.
Increased sales of goods and services leads to growth in 

corporate profits followed by increased
employment. During a recession, the opposite
occurs.  Decreases in consumption result in
lower profits followed by reduced employ-
ment and declines in personal income.

As expected, cash receipts from state revenue
sources exhibit an overall increasing trend since
the imposition of the income tax began in fiscal
year 1970. The accompanying charts illustrate
growth in revenues through fiscal year 2014. 
During this period, the United States experi-
enced seven recessions.  

COVER STORY continued _________________________________________________________________________________________

From To

Individual 
Income 

Tax Rate

Corporate
Income 

Tax Rate
July 1, 1969 January 1, 1983 2.50% 4.00%

January 1, 1983 July 1, 1984 3.00% 4.80%
July 1, 1984 January 1, 1989 2.50% 4.00%

January 1, 1989 January 1, 2011 3.00% 4.80%
January 1, 2011 January 1, 2015 5.00% 7.00%
January 1, 2015 January 1, 2025 3.75% 5.25%
January 1, 2025 3.25% 4.80%

Note: Rate changes for 2015 and 2025 are based on current law

Illinois' Income Tax Rates

.
—continued on next page
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Looking at the charts plotting individual income,
corporate income and sales tax growth rates over
the years, it is apparent the years with recessions
had an impact.  It should be noted that the
income tax growth rates charted were based on
gross income tax revenues, in order to eliminate
the impact on General Funds receipts from the
changes to the percent allocated to the Refund
Fund, while sales tax data in the chart is limited to
General Funds revenues.  Also, tax amnesty pro-
grams were implemented in fiscal years 2004 and
2011 which impacted the data.  

The spikes in the individual income tax chart were
due to temporary increases in the income tax
rates in 1983, 1989, and 2011 (see timeline of tax
changes on p. 8).  Corporate profits fluctuations
tend to be more extreme than changes in the
economy as a whole which contributes to the
volatility of corporate income tax revenues.
Besides the years with temporary increases in
income tax rates, several additional factors have
impacted corporate income tax revenues.  Over
the years, there have been numerous tax exemp-
tions implemented which affect tax revenues.
Prior to 2011, net operating loss allowances let
businesses write off recession-era losses.  

Looking at the timeline, the sales tax on food and
drugs was reduced in 1980 and 1981 and eliminat-
ed in 1984 when the state tax rate was increased
from 4 percent to 5 percent.  The exemption of
food and drugs from the state’s sales tax base
eliminated a stabilizing factor as consumers will
delay or cut back on all other purchases before
reducing the necessities.  Sales taxes were also
impacted by tax exemptions over the years includ-
ing sales tax holidays in 2000 (on motor fuels) and
2010 (on clothing items and school supplies).  In
addition, sales tax collections were accelerated in
fiscal years 1976 and 1992.

The most recent recession was the longest and
most severe since the Great Depression and
encompassed half of fiscal year 2008 and all of fis-
cal year 2009.  The economic data for fiscal year
2009 was very depressed; wage and salary dis-
bursements fell 1.9 percent, before-tax corporate
profits declined 25.0 percent, retail sales
decreased 7.5 percent, and employment in Illinois
decreased by almost 166,000 jobs.  Illinois tends
to lag the nation in recovering from a recession.
For example, in fiscal year 2010 employment fell
by an additional 216,000 jobs.
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Taking a look at revenue collections during that recession,
it is clear that Illinois’ economy-driven tax revenues
dropped off sharply.  Income tax deposits into the General
Funds during fiscal year 2009 and 2010 fell approximately
10 percent each year, while General Funds sales tax
deposits dropped 6.1 percent and 6.9 percent in fiscal
years 2009 and 2010 respectively.  These revenue drops
translated into a significant cash crunch for state finances,
a crunch that Illinois is still struggling with today.

A POSSIBLE 2ND CLIFF?
Three years after Illinois raised individual and corporate tax
rates, and more than four years since the official end of the
last recession, the state continues to suffer through sub-
stantial bill backlogs and payment delays.  While a strong
revenue performance in the spring of 2013 reduced the
General Funds budgetary deficit to “only” $3.988 billion, it
was the fifth consecutive year of General Funds budgetary
deficits exceeding $3.0 billion.

At the same time that the state is looking
ahead to a scheduled drop in income tax
rates, the country is inevitably moving
closer to the next economic contraction.
According to the National Bureau of Eco-
nomic Research, in the post-World War 
II era, the average length of an economic
expansion is just under five years – and
the country will be reaching 60 months
of expansion this summer.  

While there do not appear to be strong
indicators of another recession yet - and
the sluggishness of the current expan-
sion may enable it to extend beyond his-
torical averages - the window during
which Illinois can address its financial
position in an expanding economy may
be closing. n

COVER STORY concluded _________________________________________________________________________________________

Major Taxes Other Sources 

FY1970: Income tax imposed for first �me 1974: State Lo ery begins opera�ons

1980: Sales tax on food and drugs reduced 1% 1980:  Vehicle use tax enacted at $30/vehicle, with 
vehicles over 5 years old later exempted

1981: Sales tax on food and drugs reduced 
        addi�onal 1%

1983: Individual income increased to 3% and corp-
orate increased to 4.8% temporarily un�l July 1984 

1983: Lo ery adds Lo o game

1984: Sales tax increased from 4% to 5% remaining 
tax on food and drugs removed

1985:  Cigare e tax increased from 12 cents to 20 
cents per pack, vehicle use tax changed to 5% of 
selling price for vehicles up to 10 years old

1986: Public u�lity tax changes with electric and gas 
based on lesser of 5% or usage and telecomm tax 
expanded to new services 

1988:  Vehicle use tax changed to rate based on age 
and selling price

1989: Individual income increased to 3% and 
corporate increased to 4.8% temporarily

1989: Cigare e tax increased to 30 cents/pack 

1990: Sales tax rate increased from 5% to 6.25% with 
state por�on remaining 5% and 1.25% to local 
governments

1990: Riverboat wagering tax enacted, first boats 
opera�onal in 1991

1992: First Cook County Intergovernmental Transfer 
payment agreement

1993:Temporary income tax increase made 
permanent

1993: Cigare e tax increased to 44 cents/pack

1998:  Telecommunica�ons tax rate increased from 
5% to 7% and electric tax replaced with new excise 
tax

1998: Cigare e tax increased to 58 cents/pack, 
riverboat wagering tax changed from flat rate to 
graduated rate structure
1998: New insurance taxes imposed to replace 
uncons�tu�onal earlier version
1999: Liquor tax rates increased, motor vehicle 
license fees increased

2002: Cigare e tax increased to 98 cents/pack, 
riverboat tax rates increased
2003:  Riverboat wagering tax expanded for 2 years, 
commercial distribu�on fee added for commercial 
vehicles, decouple from federal estate tax changes

2005: Expanded riverboat wagering tax ends but 
revenues held harmless

2009: Liquor tax rates increased, motor vehicle and 
drivers license fees increased, video gaming 
legalized
2010: Lo ery offers Powerball game

2011: Individual income increased to 5% and 
corporate increased to 7.0% temporarily with 
individual scheduled to drop to 3.75% in January 
2015 and 3.25% in January 2025 and corporate will 
drop to 5.25% and 4.8% respec�vely

2011: Lo ery is priva�zed with transfers to the 
Common School Fund the same as FY 2009 adjusted 
for infla�on with the remainder going to the Capital 
Projects Fund

2012: Cigare e tax increased to $1.98 /pack, video 
gaming became opera�onal
2013: Motor vehicle license fees increased

*Highlights focus on changes that affected the General Funds: most changes to taxes for other funds 
   and specific Lo ery games are omi ed.

2010

1970

2000

1990

1980

Highlights of State Tax and Revenue Changes, 1970 - 2014*

and speci�c Lottery games are omitted.
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With the revenue cliff the State of Illinois is facing, as detailed in
the cover story, some policymakers are making the case to cut the
state budget rather than looking at increasing revenues.  To
achieve adequate savings to balance the budget, lawmakers inter-
ested in cutting must look closely at where the bulk of the state’s
money is expended.  Approximately three-fourths of the state’s
General Funds budget is spent by three agencies, retirement sys-
tem payments, and transfers to other state funds (primarily for
debt service and local governments).

In fiscal year 2013, the state expended $35.2 billion from the Gen-
eral Funds, the largest of the state’s fund groups (and usually the
funds discussed when analyzing the state’s budget).  The pie chart
to the right illustrates where that money was spent.  In reviewing
state expenditures, it’s important to note that the two major cate-
gories of state government expenditures are operations, and
awards and grants.  

The operations category includes the costs of running state government on a daily
basis.  It encompasses salaries paid to employees; payments by the state for its
share of contributions to employee retirement systems, federal Social Security and
Medicare taxes, and employee medical costs; payments for items necessary for
agency operations, such as postage, office supplies, and telecommunications equip-
ment; equipment; and official employee travel.  

Awards and grants, on the other hand, is spending on state programs, such as Med-
icaid, child abuse prevention and foster care programs, General State Aid for
schools, and services for the developmentally disabled and mentally impaired.  

Looking at how the state allocates its revenues, the chart illustrates that the
Department of Healthcare and Family Services is the highest spending state agency.
It spent $6.726 billion, or 19 percent of total state General Funds expenditures in
fiscal year 2013.  As illustrated in the chart, the vast majority ($6.576 billion or 98
percent) of the agency’s expenditures were grant spending for the Medicaid pro-
gram for health insurance for lower income individuals.

The State Board of Education (SBoE) has the second largest slice of the pie, with
$6.539 billion, or 19 percent, of total state General Funds expenditures.  A second
pie chart breaks down the state’s spending on elementary and secondary educa-
tion. Nearly $4.3 billion, or 65 percent, of SBoE’s expenditures went to General
State Aid.  Thirty-four percent of the remaining expenditures went to
other grant programs, while just less than one percent of expenditures
was for the agency’s operations.

The Department of Human Services (DHS) expenditures of $3.4 billion encom-
passed 10 percent of the state’s expenditures.  Another pie chart illustrates 
where DHS’ appropriations were spent. While 74 percent of DHS’ expenditures
were for various grant programs, approximately 26 percent was spent on the
agency’s operations – primarily the costs of staffing and running the state’s 
mental health facilities.

Where Does Your Money Go?
FY 2013 GENERAL FUNDS SPENDING

State Board of Educa�on 
 $6,539 

19% 

Dept. of Healthcare &  
Family Services 

 $6,726  
19% 

Unfunded Liability Costs 
 $3,598  

10% 

Annual Re�rement  
Systems Cost 

 $1,510  
4% 

Dept. of  
Human Services 

 $3,448  
10% 

Transfers Out 
 $4,942  

14% 
Correc�ons

 $1,172  
3% 

Higher Educa�on  
(excl. re�rement) 

 $1,977  
6% 

Children and Family Services 
 $721   2% 

Aging 
 $1,060  3% 

Employee/Re�ree  
Health Insurance 

 $1,541   4% 

Other 
 $2,001  

6% 

Other 
 $8,472  

24% 

F      
Expenditures 
($ in millions) Total FY13 Expenditures:   

$35.2 billion

Medicaid 
  $6,576 

Ops/CCIP* 
$150 

*Community College Insurance Program 

DEPARTMENT OF HuMAN SERvICES
GENERAL FuNDS ExPENDITuRES FY 2013

($ in millions)

—continued on page 11
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Opera�ons 
  $53  
 1% 

General State Aid Grants  
$4,287   

65% Transporta�on Grants   
$646   
10% 

Early Childhood  
Educa�on Grants   

$300   
5% 

Other Grants   
$1,253   

19% 
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The Illinois Constitution says that the state income tax
must be at a flat rate. That rate for individuals was 3 
percent from 1993 to 2011, when it was raised
to 5 percent in an effort to make headway
against the state’s growing debt. But despite
the increased revenue, the past two years have
not seen much improvement in the state’s fiscal
condition.  Additionally, most of the new rev-
enue from the increase will disappear on Janu-
ary 1, 2015 when the rate is scheduled to
decrease to 3.75 percent.
This has led some lawmakers and others to dis-
cuss a complete restructuring of the state’s
income tax system—namely, instituting a grad-
uated income tax instead of a flat tax.  Under a
graduated tax, people with higher income pay
higher rates.  Proponents of a graduated tax say
that it will actually reduce tax bills for lower and middle
income taxpayers, while those who can afford it will pay
more. They also contend that it will bring in more revenue
for the state.  Opponents say that a graduated tax is unfair

because it does not treat all taxpayers equally, and it pun-
ishes high earners for their success.  They also say that

taxes will inevitably increase on middle-class taxpayers and
small businesses, and businesses will leave the state.
At least two House Joint Resolutions and four Senate Joint
Resolutions were introduced to put a proposed constitu-

INCOME TAx
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   LA
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 FL

GA
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   KY

   WV
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     NH
     

   VT
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 Not Shown:
Alaska -Hawaii -

SOURCE:  Federation of Tax Administrators and Tax Foundation
(Data is as of January 1, 2014)
 

• FLAT TAX
• NO STATE INCOME TAX
• GRADUATED TAX

    

  

        TN

TX

      PA

IL

—continued on next page

vs. Income TaxFlat Graduated
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FLAT VS. GRADUATED INCOME TAX concluded ________________________________________________________________________

tional amendment on the November 2014 general elec-
tion ballot to allow a graduated income tax, but none of
them passed before the deadline. They had a high bar for
passage--both chambers of the legislature would have
had to pass one of the resolutions by a 3/5 vote to get
the measure on the ballot, and the ballot question would
need to be approved by either 3/5 of those voting on it
or a majority of those voting in the election for the
change to take effect. On the other hand, House Resolu-
tion 241, with 48 sponsors, states the sponsors’ belief
that the Illinois Constitution should not be amended to
permit a graduated income tax. None of the resolutions
in favor of amending the state Constitution included any
proposed rate structures. One of them, House Joint Reso-

lution Constitutional Amendment 33, lost in a March 27
vote in the House Revenue and Finance Committee. The
other House resolution and three of the Senate resolu-
tions did not receive votes. The fourth Senate resolution
made it to the order of Third Reading in the Senate.
Additionally, House Joint Resolution Constitutional
Amendment 51, introduced on March 20 by Speaker
Madigan, proposed placing on the November ballot a
constitutional amendment to impose a 3 percent tax on
income greater than $1 million. The tax rate on all other
income would remain the same. All revenue collected
from the 3 percent tax would be distributed to school 
districts on a per-pupil basis. The resolution passed the
Revenue and Finance Committee on March 27, but no

further action was taken by the deadline.
Illinois is one of 10 states with a flat individ-
ual income tax.  (Two of those states, New
Hampshire and Tennessee, tax only interest
and dividends.)  Seven states have no state
income tax.  The remaining 33 states have
graduated rates. Those states vary widely in
how they structure their rates. The number
of brackets range from 2 in Kansas to 12 in
Hawaii.  Maine and South Carolina have the 
lowest bracket rate of 0 percent (they do
not tax income up to $5,200 in Maine and
$2,880 in South Carolina), and California has
the highest at 13.3 percent, which applies to
income over $1 million.  States also vary
widely in their standard deductions and per-
sonal exemptions, which can make a big dif-
ference in the amount of tax paid. The
accompanying chart details the variations in
each state, and they are summarized in the
map and graph. n

WHERE DOES YOUR MONEY GO? concluded _______

Approximately $5.1 billion of the state’s General
Funds expenditures were for payments to the
state’s retirement systems, and another $4.9 bil-
lion was spent as a transfer out to another state
fund.  The transfers out were primarily for debt
service on state issued bonds and revenue shar-
ing with local governments.    

Other large agencies are illustrated along the
right of the first pie chart, including $2.0 billion
for higher education (e.g. payments to state 
universities, community colleges and financial
aid), $1.2 billion for the Department of Correc-
tions and $1.5 billion for employee and retiree
health insurance costs. n
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Making purchases over the Internet is now a common part of
many people’s lives.  In fact, the U.S. Census Bureau estimated
total e-commerce sales in 2012 at $225.5 billion, about 5.2 per-
cent of total sales and an increase of 15.8 percent from 2011.
While the rise in e-commerce has opened up new possibilities for
many businesses, states have seen a loss in sales tax revenue as
people buy less from brick-and-mortar stores and more through
largely untaxed “remote sales.”

FEDERAL EFFORTS
Two long-standing U.S. Supreme Court decisions say that states
do not have the authority under the U.S. Constitution to compel
collection of sales taxes from sellers who do not have a physical
presence in the state.  In other words, a company physically
located in New York that sells goods over the Internet to some-
one in Illinois cannot be required to collect Illinois sales tax on
those sales (although the buyer is supposed to pay it to the
state).  Congress would need to explicitly grant states the author-
ity to impose their sales taxes on remote sales in order to pro-
vide a comprehensive solution to the problem.  One of the most
recent efforts to do so, called the Marketplace Fairness Act of
2013, passed the U.S. Senate on May 6, 2013 and is currently in
the House of Representatives.  Under the bill, states that agree
to simplify their state sales tax laws will have authority to require

all sellers, regardless of physical presence in the state, to collect
and remit sales taxes to the state.  States would have two
options for simplifying their sales tax laws:  (1) become a mem-
ber of the Streamlined Sales and Use Tax Agreement, or (2)
implement some basic simplifications, including designating a
single state agency to handle sales tax registrations, filings, and
audits; establishing a uniform sales tax base for use throughout
the state; using destination sourcing to determine sales tax rates
for out-of-state purchases (for example, a purchase made by a
customer in Illinois from a retailer in New York is taxed at the Illi-
nois rate, and the tax is remitted to Illinois); providing free soft-
ware to remote sellers for managing sales tax compliance; and
notifying retailers in advance of any rate changes.  The bill would
apply only to remote sellers with gross annual U.S. remote sales
receipts in the preceding calendar year over $1 million.

STATE EFFORTS
The Streamlined Sales and Use Tax Agreement, referenced in the
federal bill, is a voluntary effort by states to reduce the complexi-
ty of states’ sales tax laws and make Congress more inclined to
require remote sellers to collect sales taxes.  States that join
must change their sales tax laws to conform to the Agreement,
including adopting uniform state and local tax bases and tax base
definitions; simplifying state and local tax rates, exemptions, and
returns; and adopting uniform sourcing rules.  Once a state
changes its laws to the satisfaction of the governing board, it
becomes a Full Member state.  States that are deemed to be
mostly in compliance with the Agreement are Associate Member
states.  Companies are encouraged to register with the governing
board.  If they do, they are required to collect sales tax for all Full
Member states and may choose to collect it for Associate Mem-
ber states.  As shown in the accompanying chart, there are cur-
rently 23 Full Member states; Tennessee is the only Associate
Member state.  Most of the remaining states, including Illinois,
are Advisory States, meaning that they have taken some steps
toward compliance.  

Illinois enacted Public Act 92-221 in 2001 to authorize the
Department of Revenue to work with other states to establish
the standards for a streamlined sales tax system, and to enter
into a multistate streamlined sales tax agreement.  Most
attempts to pass additional laws to modify Illinois’ sales tax code
to comply with the Agreement have been held up by concerns
about how the changes would affect retailers and taxing districts.

  
  

  

  
 

  
  

  
  
  

  
 
  

  
  

  
 

 
 

 
 

 






—continued on next page

The New  World of Taxing E-Commerce

TAxING E-COMMERCE

STREAMLINED SALES TAX STATE STATUS, AS OF JANUARY 1, 2014

Source: Streamlined Sales Tax Project Website.

http://www.ilga.gov/legislation/publicacts/pubact92/acts/92-0221.html
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TAXING E-COMMERCE concluded___________________________________________________________________________________

However, the change made by Public Act 96-34 in 2009 to tax
candy, grooming and hygiene products, and soft drinks at 6.25
percent instead of 1 percent was a step toward more compli-
ance with the Agreement.
The Streamlined Sales and Use Tax Agreement is voluntary for
sellers to participate.  Some states have tried to take a more
forceful role in collecting taxes for remote sales by enacting so-
called “Amazon laws.”  These laws expand the definition of a
physical presence by requiring that large online retailers collect
sales tax if they have click-through advertisements on state-
based websites, known as affiliate relationships.  The laws were
largely seen as targeting Amazon.com, which fought back by
dropping its affiliates in several states that enacted the laws,
including Illinois.  Amazon challenged a similar New York law in
state court, and lost; the U.S. Supreme Court declined to hear
the appeal.  Conversely, in October 2013 the Illinois Supreme
Court struck down Illinois’ affiliate law, ruling that it conflicted
with a federal law that temporarily blocks new taxes on online
retailers or Internet providers.  At least 14 other states have affil-
iate laws:  Arkansas, California, Colorado, Connecticut, Georgia,

Minnesota, New York, North Carolina, Oklahoma, Rhode Island,
South Dakota, Tennessee, Texas, and Vermont.

REvENuE LOSSES
Researchers at the University of Tennessee estimated in 2009
that states and local governments would lose $11.4 billion to
$12.7 billion in 2012 through non-taxed e-commerce.  Illinois’
portion of that was about $507 million to $563 million.  The Illi-
nois Department of Revenue has also estimated how much Illi-
nois loses from untaxed Internet sales, with the most recent
update in June 2011.  They estimated that by calendar year
2013, Illinois would lose $212 million on unpaid use tax on
online sales (use tax is the tax that buyers are supposed to pay
the state if they are not charged sales tax by a seller). The
National Conference of State Legislatures has developed esti-
mates for state losses from all untaxed sales, including Internet,
catalog, and phone sales.  Estimated total U.S. losses in 2012
were $23.3 billion, with $1.1 billion of that lost by Illinois.
Although it is unlikely that all of that will ever be collected, even
a portion of it could be helpful to a financially strapped state 
like Illinois. n

Policymakers tend to focus on increasing revenues or cutting
costs to make budgets work, but protecting state coffers
from fraud and waste is an important component of safe-
guarding the state budget as well.  One area that many
states, including Illinois, have focused is making sure that
only eligible residents are receiving services in the Medicaid
program.  The U.S. Department of Health and Human Servic-
es estimated that nationwide about $13 billion was lost in
fiscal year 2013 through Medicaid fraud and abuse, although
the exact number is unknown.
In June 2012, the Save Medicaid Access and Resources
Together (SMART) Act (P.A. 97-689) was enacted to address
fraud, waste, and abuse in the state’s Medicaid program.
Among many things, the SMART Act aims to address fraud
before it happens through better screening of clients and
providers before enrollment; improved monitoring of billing
practices; improved data sharing among agencies to allow
better verification of client and provider eligibility; and
expansion of the Illinois Department of Healthcare and
Family Services’ Office of Inspector General (OIG) auditing
capabilities.  A recent SMART Act implementation report
shows that actual savings from the Act in fiscal year 2013
was a little over $1 billion, compared to an original savings
target of $1.6 billion. 

The OIG is responsible for overseeing the integrity of the
state’s Medicaid program. According to its most recent annual
report, during calendar year 2012 the OIG realized a cost sav-
ings and avoidance of about $89.0 million through prevention
(58 percent) and enforcement (42 percent) initiatives.  

The report says that the largest prevention savings, $16.0
million, came from Long Term Care--Asset Discovery Investi-
gations, with a stated return on investment of $7.26 per $1
spent.  The program targets error-prone long term care
applications, with the goal of keeping ineligible people from
receiving long term care benefits.  Another large cost saving
prevention activity was the Fraud Prevention Investigations
program.  It investigates suspicious public assistance applica-
tions, and saved a reported $8.6 million in 2012 for all the
state’s public assistance programs.  

On the enforcement side, the OIG reported that Medical
Provider Audits saved $34.9 million in 2012.  The OIG audits
medical providers whose billing patterns are suspicious.
Their work was augmented by a recently-installed predictive
modeling system, which uses statistical techniques to identi-
fy providers and recipients engaged in fraud. n

KEEPING STATE MONEY SECURE:
REDUCING FRAUD AND WASTE IN MEDICAID __________________________________

http://www.ilga.gov/legislation/publicacts/97/097-0689.htm
http://www.ilga.gov/legislation/publicacts/96/096-0034.htm
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Some argue that tax expenditures (such as
tax exemptions or credits) are considered
helpful incentives, while others say they are
unnecessary giveaways. According to the Illi-
nois Comptroller’s fiscal 2013 Tax Expendi-
ture Report, state revenues were reduced by
$8.9 billion that year through various tax
expenditures. That is money that could have
been used for other state purposes. On the
other hand, individuals and families benefit-
ted from 66 percent of those tax expendi-
tures, through breaks such as the retirement
income and Social Security deduction, the
sales tax reduction for food, drugs, and med-
ical appliances, and the standard deduction from the indi-
vidual income tax. It could be argued that those are the
people government is intended to help, and that money
people don’t spend in taxes is money they spend to bol-
ster the economy. The tension between the two schools
of thought on tax expenditures is not likely to be resolved
anytime soon, but it is helpful for lawmakers and the pub-
lic to be aware of the types of state tax expenditures and
where they go.

INDIvIDuAL INCOME TAxES

The largest tax expenditure, estimated at $2.233 billion
in fiscal year 2013, is the individual income tax deduction
for retirement and Social Security income. That deduc-
tion applies to all retirement income, including Social
Security and public and private pensions. Only two other
states, Mississippi and Pennsylvania, exempt all three
sources of income. Seven other states (Alaska, Florida,
Nevada, South Dakota, Texas, Washington, and
Wyoming) have no individual income tax. Most of the
other states offer deductions for at least some types of
retirement income, often limited based on taxpayer age
or amount of retirement income. Illinois’ cost for this tax
expenditure has risen to almost 8 times its fiscal year
1993 cost of $284 million. The increase can be attributed
to several factors: the growth in income that has become
subject to federal tax, such as the increase in taxable
social security income in 1994; the aging of the popula-

tion; and the individual income tax rate increase from 3
percent to 5 percent that raised the value of all individ-
ual income tax expenditures.

The third largest tax expenditure was the standard
deduction from the state individual income tax, which
cost the state $1.110 billion in fiscal year 2013. Tax-
payers benefitted from an increase in the standard
deduction from $2,000 in tax year 2011 to $2,050 in
2012 and $2,100 in 2013; the deduction will be
increased by an inflation adjustment each year after
that.  While the increases will make taxpayers happy,
they will also increase the state’s revenue loss from 
this tax expenditure.

Illinois also aided low-income taxpayers by raising the
state Earned Income Tax Credit from 5 percent to 7.5
percent of the federal EITC in tax year 2012, and to 10
percent in later years. In fiscal year 2013, this credit
reduced Illinois tax revenues by about $162 million. 
The accompanying table summarizes these three large
tax expenditures.

SALES TAx

Illinois’ sales tax rate is 6.25 percent, of which the state
keeps 5 percent and local governments get 1.25 percent.
However, food, drugs, and medical appliances are taxed
at only 1 percent. This tax expenditure, the second-
largest, reduced Illinois’ tax revenues by about $1.644

—continued on next page

Amount
(millions) Expenditure Applied Against
$2,233      Retirement and Social Security Deductions Individual Income Tax

1,110    Standard Deduction Individual Income Tax
162 Earned Income Tax Credit Individual Income Tax

Amount
(millions) Expenditure Applied Against

$360  Foreign Dividend Subtraction Corporate Income Tax
267 Farm Chemical Exemption Sales Tax
204 Manufacturing Machinery Exemption Sales Tax
125 Retailer's Discount Sales Tax
114 Non Motor Vehicle Use Motor Fuel Tax

Three Large Tax Expenditures for Individuals, FY 2013

Five Large Tax Expenditures for Businesses, FY 2013

Tax Breaks Help Taxpayers,But Reduce State Revenue

TAx BREAKS

http://www.ioc.state.il.us/index.cfm/resources/reports/tax-expenditure/fy-2013/
http://www.ioc.state.il.us/index.cfm/resources/reports/tax-expenditure/fy-2013/


TAX BREAKS concluded___________________________________________________________________________________________

billion in fiscal year 2013. Five other states impose a
reduced rate on food: Arkansas, Missouri, Tennessee, Utah,
and Virginia. Thirty-two states completely exempt food
from state sales tax. Five states fully tax food, but have
credits or rebates for low-income households: Hawaii,
Idaho, Kansas, Oklahoma, and South Dakota. Alabama and
Mississippi have no tax breaks for food. The remaining five
states have no sales tax: Alaska, Delaware, Montana, New
Hampshire, and Oregon. Regarding prescription drugs, Illi-
nois appears to be the only state that does not completely
exempt them from the sales tax. However, only nine states
exempt non-prescription drugs from sales tax.

It often takes tax laws some time to catch up with changes
in the world and its economy. One way in which many
states are struggling to adapt is in the taxation of the sales
of services. Most state sales tax laws were enacted in the
1930s, before services were a large part of the economy.
But services have grown exponentially since then; according
to the U.S. Department of Commerce’s Bureau of Economic
Analysis, in 2013 about 66 percent of all consumer spending
was on services. As a result, states have made efforts
toward taxing services, although they are usually met with
fierce opposition from the business groups that would be
affected by the taxes. Illinois’ Commission on Government
Forecasting and Accountability (CGFA) reported that a 2007
survey by the Federation of Tax Administrators found that
the average number of services taxed by states is 56, with
Hawaii the highest at 160 and Oregon the least at none. Illi-
nois was found to tax 17 service categories, well below the
average. CGFA produced two estimates for how much
annual revenue could be generated by taxing services. The
first, with all potential services taxed (minus those deemed
to be already taxed), was $8.45 billion for the state and
$2.11 billion for local governments. The majority of that
would come from taxation of professional services; busi-
ness services; finance, real estate, and insurance services;
and construction services. The second estimate excluded
taxation of business-to-business transactions, which tradi-

tionally are not taxed; it would
result in $4 billion for the
state and $1 billion for local
governments.

BuSINESS TAxES

The Tax Expenditure Report also contains data on tax
expenditures for businesses. The largest include the for-
eign dividend corporate income tax subtraction, farm
chemical sales tax exemption, the manufacturing machin-
ery sales tax exemption, the retailer’s discount, and the
exemption from the motor fuel tax for special fuel sold for
use other than in motor vehicles. The accompanying table
shows the amounts at which those expenditures impacted
state revenues in fiscal year 2013.

Another business incentive, the Economic Development for
a Growing Economy (EDGE) income tax credit, has been
the focus of legislative and media attention in recent
months as more and more companies request the incen-
tive in return for staying in Illinois. Since some companies
pay little corporate income tax, and thus would not be
helped by an income tax credit, the state has allowed
some of them to keep the income taxes they withhold
from their employees. This practice, and the growing use
of business incentives in general, has led some people to
question what the state is getting in return and whether
there is any appreciable benefit to Illinois’ economy in
exchange for the state revenue lost to those incentives.

The pull between the desire to help taxpayers and the
need to increase
state revenues
makes tax expendi-
tures an issue
fraught with debate.
While the tension
will never be fully
resolved, public
awareness of tax
expenditures and
their costs and ben-
efits allows lawmak-
ers and the public to
better evaluate the
expenditures that
exist and to knowl-
edgeably decide
whether to enact
new ones. n
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REVENUE SOURCES

—continued on next page

CIGARETTE AND OTHER TOBACCO TAxES
Revenues from cigarette and other tobacco taxes
totaled $856 million in fiscal year 2013, up 12.6 
percent from 2004. The cigarette tax was enacted in
1941 at 2 cents per pack and has changed 13 times
over the years, climbing to $1.98 per pack currently. 
It supports education, health care, and GRF.

ESTATE TAxES
Illinois exempts the first $4 million of a decedent’s taxable
estate from estate tax; the tax on the rest is tied to the fed-
eral estate tax. Until 1983, Illinois also imposed an inher-      

itance tax, but it was abolished. The estate tax
raised $309 million in fiscal year 2013, with
94 percent going to the GRF and the rest

to refund overpayments.

RIvERBOAT GAMBLING TAxES
Illinois has 10 riverboats, the maximum allowed by law.
Wagering taxes, license fees, and part of an admissions
tax are paid to the state by the riverboats. Those rev-
enues, totaling $579 million in fiscal year 2013, have
decreased 25.3 percent since 2004. Officials and com-
mentators attribute the drop to many factors, including
regional competition, the indoor smoking ban, and the
economy in general. A large portion of the money is
transferred to the Education Assistance Fund, with 
smaller amounts distributed to local governments where
boats are docked, agencies that enforce gambling laws
and treat problem gambling, and the horse racing indus-
try. A 2009 tax on video gaming may help to replace
some of the decreased riverboat gambling revenues; it
brought in $24.5 million for the Capital Projects Fund in

fiscal year 2013. Nearly $5 million went
back to local governments that 

allow video gaming.

PuBLIC uTILITY TAxES

There are separate taxes on 
companies that sell electricity,
telecommunications, and natural
gas, all of which are passed on to
customers. A tax on public utilities’ elec-
tric revenue was originally set at 3 percent in 1937,
but was eventually replaced by a tax based on kilo-
watt-hours sold. Electric tax revenue, which was
about $405 million in fiscal year 2013, goes mostly 
to the General Revenue Fund (GRF). Three percent
goes to the Public Utility Fund to help fund the 
Illinois Commerce Commission. 

The natural gas tax and the telecommunications tax
were both enacted in 1945 at 3 percent of gross rev-
enues. The most recent change was in 1986, when
the natural gas rate increased to the lesser of 5 
percent of gross revenue or 2.4 cents per units of
heat, with all receipts going to GRF. Natural     gas tax
receipts totaled $144 million in fiscal year 2013. 

The telecommunications tax rose through the years
to its current 7 percent rate, with proceeds going to
the Common School Fund, GRF, and School Infra-
structure Fund. This tax generated $573 million in
fiscal year 2013, with $491 million going to the 
General Funds.

The intrastate gross revenue tax, paid by communi-
cations and gas companies to fund the Illinois Com-
merce Commission, was enacted in 1963 at 0.08 per-
cent. The Commission was later authorized to charge
up to 0.1 percent. About $6.5 million was collected
in fiscal year 2013.
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Illinois’ General Funds get the largest share of revenue from the income and sales taxes, but the state has numerous
other revenue sources, many of which have been targeted over the years to raise additional revenue to meet spending
pressures. They support a wide range of programs, such as education, health care, capital projects, and regulatory
oversight, in addition to general spending.  

Exploring Smaller State Revenue Sources
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REVENUE SOURCES concluded__________________________________________________________________________________

INSuRANCE TAxES
The Illinois Department of Insurance over-
sees a number of taxes on insurance com-
panies, including a privilege tax on foreign
companies; a fire marshal’s tax on compa-
nies writing fire-related policies; and a sur-
plus line producer’s tax on brokers writing
non-standard policies with companies not
licensed in Illinois. Fiscal year 2013 rev-
enue from insurance taxes and fees was
$442 million. Most of the
money goes to GRF, with
some going to funds for
insurance regulation and
fire prevention.

CORPORATION FRANCHISE TAx
All corporations doing business in Illinois pay franchise
taxes based on their paid-in capital (the amount paid
to the corporation by initial buyers of shares), equal-
ing 0.15 percent when they start doing business and
when paid-in capital increases, and 0.1 percent annu-

ally. The tax and associated
fees collected $213 million
in fiscal year 2013, with 98
percent going to GRF and 
2 percent for refunds.

LIquOR TAxES
Taxes on liquor were first enacted in 1934 at 2 cents
per gallon for beer, 10 cents per gallon for wine with
up to 14 percent alcohol, 25 cents per gallon for wine
with more than 14 percent alcohol, and 50 cents per
gallon for distilled liquor. Those rates have risen to
23.1 cents per gallon for beer and cider, $1.39 per 
gallon for wine, and $8.55 per gallon for distilled
liquor. Revenue has increased 121 percent since 
2004, from $127 million that year to
$280 million in fiscal year 2013. Part of
the reason for the huge jump in rev-
enues was because policy makers
increased the rates in 2009 to help pay
for capital projects. 

LOTTERY
Lottery tickets and licenses brought in close to $1.4
billion in fiscal year 2013. Net revenue, after payments
for prizes, agents’ commissions, and operating expens-
es, goes first to the Common School Fund (CSF) in an
amount equal to what was transferred there in fiscal
year 2009, adjusted for inflation. The rest goes to the
Capital Projects Fund. The lottery has been a fairly
steady source of funds for education
over the years; contributions to CSF
were $570 million in fiscal year
2004 and $656 million in fiscal
year 2013. 

For up to date information
on state revenues please visit:

http://ledger.illinoiscomptroller.com

http://ledger.illinoiscomptroller.com/


A CASE STUDY

wise have to be used for that purpose.  For example, the
Illinois Department of Financial and Professional Regula-
tion (DFPR) reported $76.9 million in fee revenues in fis-
cal year 2013—the 14th highest of all reporting agen-
cies--paid mostly by persons obtaining professional
licenses or paying associated fees or fines. Those rev-
enues were deposited into various special state funds,
to be used by DFPR to administer licensing and regulato-
ry programs. As a result, DFPR is one of the state’s agen-
cies that is able to operate without any General Funds.

In fiscal year 2013, DFPR collected 104 fees, the second-
highest of any reporting agency that year.

Most fees collected by DFPR go into dedicated funds
from which DFPR pays for its licensing and regulatory
responsibilities.  As shown in the accompanying pie chart,
the major portion of fee revenue generated by the DFPR
($26.6 million or approximately 35 percent) was collected
from banks and deposited into the Bank and Trust Com-

pany Fund.  Another $10.1 million (about 13 percent)
was deposited into the General Professions Dedi-

cated Fund.  Fees for various professions go
into this fund, such as fees for interior

designers, landscape architects, auction-
eers, genetic counselors, and others (for

a full list, go to www.idfpr.com).
DFPR also transfers some of the
monies in those funds to the Profes-
sions Indirect Cost Fund to pay for
indirect expenses associated with
regulated professions; about $31.4
million was transferred in fiscal
year 2013.  In this way, much of its
funding comes from fees rather
than state tax revenue.

Raising fees is a perennially con-
tentious subject, with fee payers

arguing they already pay enough, and
fee administrators citing the rising
costs of regulation.  What is clear is that

fees are a vital pillar in the state govern-
ment budget, because they fund services

that, in the current fiscal climate, general
revenues simply cannot. n

Although easy to overlook, fees are a huge source of state
revenue.  As reported in the Comptroller’s fiscal year 2013
Fee Imposition Report, if the $8.526 billion in fee revenues
were tracked as a single combined source, they would have
been the fourth largest state revenue source that year,
trailing only the state income taxes ($22.0 billion), federal
aid ($16.3 billion), and the state sales taxes ($9.1 billion).  

Most fee revenues are deposited into funds from which
monies can be spent only for restricted purposes.  Of the
$8.526 billion in fee revenues collected in fiscal year 2013,
$8.016 billion or 94 percent was deposited into a wide
variety of these restricted funds.  (The remaining $510
million was deposited into the state’s General Funds.)

Agencies that collect those restricted-purpose fee rev-
enues use them to fund their regulatory responsibilities,
freeing up state General Funds money that would other-

Funding With Fees: A Case Study

FY 2013 DFPR FEE DEPOSITS BY FUND
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DISTRIBUTION OF STATE SALES TAX FLOW CHART

 

 

 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
20% appropriated to the 

City of Chicago 

State & Local Sales 
Tax Reform Fund 

 
20% of net revenue from 

non-titled UT, SUT; and net 
monthly revenue from 1% 
UT, SUT on food & drugs 

County & Mass Transit 
District Fund 

 
4% of the preceding 

month’s net revenue from  
the general 6.25% rate 

on ROT,SOT, & titled UT 

 
0.6% appropriated to 

Madison County Mass 
Transit District 

 
Net revenue from the 

sale of some items that 
were taxed at 1% 

before Sept. 1, 2009 & 
are now taxed at 
6.25%, to Capital 

Projects Fund 

 
16% of the proceeds 

from the 6.25% auto UT 
appropriated among 

cities & counties based 
on auto registrations 

 
Net revenue from the 
6.25% tax on some 

sorbents to the Clean 
Air Act (CAA) Permit 
Fund (up to $2 million 

per fiscal year) 

 
1.75% paid into the 

Build Illinois Fund for 
MPEA Bonds 

 
3.8% paid into the 

Build Illinois Fund for 
Build Illinois Bonds 

 
0.27% paid into the 

General Revenue Fund 

*A portion for RTA 
transferred to the 

Public Transportation 
Fund 

*6/32 of net revenue 
from local govts with 

downstate mass transit 
districts to Downstate 
Public Transportation 

Fund 

  
Refunds as ordered by 

the Illinois Department of 
Revenue 

TOTAL STATE SALES 
TAX RECEIPTS 

 
(6.25% on general merchandise) 
        (1.0% on food & drugs) 
 

Local Government Tax 
Fund 

 
16% of the preceding 
month’s net revenues 

from the general 6.25% 
rate on ROT, SOT, & 

titled UT; & net monthly 
revenue from 1% ROT & 

SOT on food & drugs 

State Tax Fund 
 
 

80% of the preceding 
month’s net revenue 

from the general 
6.25% rate on ROT, 

SOT, SUT, & UT 

 
Transfer 10% to RTA 

Occupation & Use Tax 
Replacement Fund 

 
$37.8 million annual 

transfer (through FY 2025) 
to Build Illinois Bond 

Account Fund 

 
Remainder to LGDF 

(distributed by population to 
local governments other 

than Chicago) 

 
4% of the proceeds from 
the 6.25% general rate 

on ROT & SOT, 
appropriated to counties 

based on retail sales 
(Cook Co. share to RTA 
Tax Replacement Fund) 

 
Net revenue from the 

sale of Illinois coal 
bought by a new 

electric generating 
facility that received 

state aid, to the Energy 
Infrastructure Fund (for 
the first 25 years that 

the facility buys Illinois 
coal) 

 
Of the remainder, 25% 

is deposited in the 
Common School 

Special Account Fund 
& 75% in the General 
Revenue Fund, with 

two transfers out  
 

 

 
4% of the proceeds from 
the 6.25% general rate 

on UT on autos 
appropriated to counties 

based on auto 
registrations (Cook Co. 

share to RTA Tax 
Replacement Fund) 

  
Refunds as ordered by 

the Illinois Department of 
Revenue 

 
16% of the proceeds 

from the 6.25% general 
rate on ROT & SOT, 

apportioned to cities and 
counties based on retail 

sales 

 
Proceeds from the 1% 

ROT & SOT on food and 
drugs, apportioned to 

cities and counties based 
on retail sales 

he sales tax consists of two matching pairs of taxes: 
1) the retailers’ occupation tax (ROT) and the use tax 

(UT) 
2) the service occupation tax (SOT) and the service 

use tax (SUT) 
 
Other abbreviations: 
 

      
       

     
 

 

coal)

The sales tax consists of two matching pairs of taxes:
    1) the retailers’ occupation tax (ROT) and the use tax (UT)
    2) the service occupation tax (SOT) and the service use tax (SUT)
Other abbreviations:
LGDF= Local Government Distributive Fund
MPEA= Metropolitan Pier and Exposition Authority
RTA= Regional Transportation Authority
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Search Local Government Financial Reports.
http://warehouse.illinoiscomptroller.com

http://warehouse.illinoiscomptroller.com/


     • Fiscal year 2013 base revenues into the General Funds were
$36.3 billion, with over 45 percent of that coming from indi-
vidual income taxes and another 20 percent from sales taxes.

• According to the Commission on Government Forecasting
and Accountability, additional General Funds revenues
attributable to the 2011 income tax rate increases, which are
scheduled to decrease in 2015, will fall by $1.9 billion in fis-
cal year 2015 and by another $2.9 billion in fiscal year 2016.

• Ten states, including Illinois, have flat individual income tax
rates; 33 states have graduated rates; and 7 states have no
state income tax.

• Researchers at the University of Tennessee estimated in
2009 that states and local governments would lose $11.4 
billion to $12.7 billion in 2012 through non-taxed e-com-
merce; Illinois’ portion of that was about $507 million to
$563 million.

• If the $8.526 billion in fiscal year 2013 fee revenues were
tracked as a single combined source, they would have been
the fourth largest state revenue source that year, trailing only
state income taxes, federal aid, and the state sales tax.

DID YOU KNOW?
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